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The Trump Tax Cuts and the China-US Trade Conflict

LI Daokui HU Sijjia LI-KE Aobo
(Tsinghua University, Beijing, China)

Abstract: This paper analyzes the effects of the Trump Tax Cuts on the US and world economies. Although the
Tax Cuts will potentially provide a stimulus to the US economy in the short term, they provide a Keynesian stimulus
to the demand side, which is the opposite of the supply-side stimulus that President Trump has claimed. Therefore,
the Tax Cuts will not have a positive impact on fixing the fundamental imbalances of the US economy, and may deteri-
orate both trade and fiscal deficits in the long run. Due to the position of the US as the main driver of global economic
growth and the US Dollar’s position as the world’s main reserve currency, the Trump Tax Cuts will negatively impact
the global economy., especially the Chinese economy in the short term. The increase in the US trade deficit with China
resulted from the Tax Cuts is an important source of the Sino-US trade conflict. However, because the stimulus
caused by the Trump Tax Cuts cannot last in the long term and instead generates relatively large government fiscal
deficit and increases economic volatility, an easing of trade conflicts between the US and China may be expected. As a
result, China should adhere to being cautious when confronting the Trump Tax Cuts and trade frictions, deepen re-
form and opening up, and fully prepare for long-term trade conflicts with the US.

Keywords: Trump Tax Cuts; Keynesian Stimulus; Economic Structural Imbalances; US-China Trade Friction
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